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DESIGNATION  OF  ALTERNATE  PROFESSIONAL 
STANDARDS  REVIEW  ORGANIZATIONS 

AGENCY:  Health  Care  Financing  Ad¬ 
ministration  (HCFA),  HEW. 

ACTION:  proposed  rule. 

SUMMARY:  This  proposal  sets  forth 
criteria,  and  other  selection  factors, 
for  the  designation  of  alternate  Pro¬ 
fessional  Standards  Review  Organiza¬ 
tions  (PSROs)  where  physician-groups 
that  qualify  under  section  1152 

(b)(1)(A)  of  the  Social  Security  Act  are 
not  available  in  a  PSRO  area.  The  Sec¬ 
retary  is  required  to  designate  alter¬ 
nate  PSROs  in  accordance  with  sec¬ 
tion  1152(b)(1)(B)  of  the  Act.  The 
intent  is  to  inform  organizations  that 
may  be  interested  in  applying  for  des¬ 
ignation  as  alternate  PSROs. 

DATES:  Consideration  will  be  given  to 
written  comments  or  suggestions  re¬ 
ceived  on  or  before  March  28,  1978. 

ADDRESSES:  Address  comments  to: 
Acting  Associate  Administrator,  for 
Health  Standards  and  Quality,  Room 
16A-55,  5600  Fishers  Lane,  Rockville, 
Md.  20857.  In  commenting,  please 
refer  to  HSQ-33-P.  Comments  will  be 
available  for  public  inspection,  begin¬ 
ning  approximately  2  weeks  from 
today,  at  the  address  noted  above,  on 
Monday  through  Friday  from  8:30 
a.m.  to  5  p.m.,  301-443-3880. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Hal  Belodoff,  Legal  Analyst,  Room 
16A-44,  Parklawn  Building,  5600 
Fishers  Lane,  Rockville,  Md.  20857, 
phone  301-443-4086. 

SUPPLEMENTARY  INFORMATION: 

Statutory  Provisions 

Section  1152  of  the  Social  Security 
Act  requires  the  Secretary  to  desig¬ 
nate  qualified  organizations  as  PSROs. 
The  Act  provides  for  two  categories  of 
qualified  organizations:  (1)  physician- 
composed  associations  having  six  spe¬ 
cific  characteristics;  and  (2)  other 
public,  nonprofit  private,  or  other 
agencies  or  organizations  of  profes¬ 
sional  competence  and  otherwise  suit¬ 
able.  Physician-composed  associations 
which  qualify  under  section  1152 
(b)(1)(A)  have  first  priority  for  desig¬ 
nation  as  PSROs.  After  January  1, 
1978,  the  Secretary  may  designate  an 
alternate  PSRO  which  qualifies  under 
section  1152(b)(1)(B)  in  any  area 
where  there  is  no  priority  organiza¬ 
tion. 
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Public  Participation 

The  views  of  interested  organiza¬ 
tions  and  the  general  public  have  been 
secured  through:  (1)  an  Advanced 
Notice  of  Proposed  Rulemaking  pub¬ 
lished  in  the  Federal  Register  on 
April  1,  1977  (42  FR  17501);  and  (2) 
five  public  hearings  that  took  place 
between  April  and  June,  1977,  as  an¬ 
nounced  in  the  Federal  Register  on 
April  1,  1977  (42  FR  17525)  and  May 
20,  1977  (42  FR  25920). 

Discussion  of  Recommendations 

The  major  recommendations  and 
the  Department’s  responses  are  sum¬ 
marized  below: 

RECOMMENDATION  1 

In  areas  where  the  medical  estab¬ 
lishment  has  opposed  the  development 
of  PSROs,  physician-groups  should  be 
allowed  to  organize  an  alternate 
PSRO  without  having  to  acquire  a 
substantial  proportion  of  physicians  as 
members. 

This  recommendation  was  accepted. 
The  Department  believes  that  the 
law  does  not  preclude  consideration  of 
all  physician-composed  organizations 
as  alternate  PSROs,  but  only  of  those 
groups  which  could  qualify  as  a  prior¬ 
ity  organization  under  the  Act.  Under 
this  proposal,  physician-groups  which 
apply  to  be  alternate  PSROs  would 
need  to  show  that  they  cannot  volun¬ 
tarily  satisfy  section  1152(b)(1)(A)  re¬ 
quirements  because  of  the  resistance 
of  the  medical  societies  in  the  area. 
The  Department  believes  that  unac¬ 
ceptance  of  the  PSRO  program  by  the 
large  medical  organizations  in  an  area 
was  the  major  obstacle  that  Congress 
wished  to  overcome  by  requiring  alter¬ 
nate  PSROs  to  be  designated  after  a 
period  of  time  during  which  represen¬ 
tative  physician-composed  associations 
would  have  complete  priority.  Con¬ 
gressional  intent  to  enable  competent 
groups  to  perform  PSRO  activities  if 
opposition  prevented  priority  physi¬ 
cian-groups  from  qualifying  was  reiter¬ 
ated  in  the  1975  amendment  (Section 
108(b)  of  Pub.  L.  94-182),  which  per¬ 
mits  the  Secretary  to  forego  notifica¬ 
tion  and  polling  where  the  medical  so¬ 
cieties  have  taken  a  formal  position  of 
opposition  to  the  PSRO  program. 

RECOMMENDATION  2 

Do  not  eliminate  medical  societies 
and  organizations  controlled  by  medi¬ 
cal  societies  from  consideration  for 
designation  as  alternate  PSROs. 

This  recommendation  was  not  ac¬ 
cepted. 

Medical  societies  were  ciearly  the  or¬ 
ganizations  expected  by  Congress  to 
sponsor  physician-composed  PSROs 
which  would  qualify  under  section 
1152(b)(1)(A).  The  Secretary  has  for¬ 
mally  requested  State  and  local  medi¬ 
cal  societies  to  sponsor  PSROs  in  their 


respective  designated  areas.  Their  fail¬ 
ure  to  do  so  may  be  viewed  as  an  indi¬ 
cation  of  lack  of  interest  in,  or  opposi¬ 
tion  to,  the  PSRO  program.  In  addi¬ 
tion,  if  medical  societies  were  permit¬ 
ted  to  apply  as  alternate  PSROs  it 
might  discourage  them  from  sponsor¬ 
ing  a  priority  PSRO.  That  would  not 
further  the  intent  of  the  legislation. 

RECOMMENDATION  3 

Allow  existing  physician-composed 
PSROs  to  serve  as  alternate  PSROs  in 
adjoining  areas  where  there  is  no  pri¬ 
ority  PSRO.  Existing  PSROs  already 
have  the  experience  and  knowledge 
necessary  to  ensure  an  efficient  and 
effective  assumption  of  review  respon¬ 
sibilities.  Designation  of  such  organi¬ 
zation  would  be  preferable  to  using 
local  nonphysician  alternate  PSROs 
or  any  other  organization  located  out¬ 
side  the  unserviced  area. 

This  recommendation  was  accepted 
in  part. 

In  order  to  promote  local  support 
and  operation  of  review  activities,  ex¬ 
isting  PSROs  will  not  be  preferred 
over  other  groups  located  within  the 
unserviced  area. 

RECOMMENDATION  4 

Assign  a  higher  priority  to  qualified 
fiscal  intermediaries  and  other  health 
insurers.  Do  not  consider  them  only  as 
a  last  resort. 

This  recommendation  was  accepted. 

The  Department  agrees  that  an  in¬ 
surer  located  within  the  State,  famil¬ 
iar  with  local  norms  and  readily  avail¬ 
able  to  service  the  PSRO  area  is  more 
suitable  as  an  alternate  PSRO  than  an 
out-of-State  organization.  The  propos¬ 
al  reflects  this  view.  It  is  proposed  to 
issue  a  new  part  471  of  Title  42  as  set 
out  below: 

Part  471— DESIGNATION  OF  ALTERNATE  PRO¬ 
FESSIONAL  STANDARDS  REVIEW  ORGANI¬ 
ZATIONS 

Sec. 

471.1  Definitions. 

471.2  Statutory  basis  and  applicability. 

471.3  Conditions  for  designation. 

471.4  Priorities  for  consideration  of  appli¬ 
cants. 

Authority:  Sec.  1152,  86  Stat.  1430  (42 
U.S.C.  1320);  Sec.  1102,  49  Stat.  647  (42 
U.S.C.  1302). 

§  471.1  Definitions. 

(a)  “Act”  means  the  Social  Security 
Act. 

(b)  “Alternate  PSRO”  means  a 
PSRO  designated  under  the  provisions 
of  Section  1152(b)(1)(B)  of  the  Act. 

(c)  “PSRO”  means  a  Professional 
Standards  Review  Organization. 

(d)  “Secretary”  means  the  Secretary 
of  the  Department  of  Health,  Educa¬ 
tion,  and  Welfare  or  any  other  official 
to  whom  the  pertinent  authority  has 
been  delegated. 


FEDERAL  REGISTER,  VOL.  43,  NO.  19— FRIDAY,  JANUARY  27,  1978 


PROPOSED  RULES 


3797 


§  471.2  Statutory  basis  and  applicability. 

(a)  Section  1152(a)  of  the  Act  re¬ 
quires  the  Secretary  to  designate 
qualified  organizations  as  PSROs.  Sec¬ 
tion  1152(b)  of  the  Act  provides  for 
two  categories  of  qualified  organiza¬ 
tions:  (1)  physician-composed  associ¬ 
ations  having  six  specific  characteris¬ 
tics  and  (2)  other  public  (including 
State  agencies),  nonprofit,  private,  or 
other  agencies  or  organizations  of  pro¬ 
fessional  competence  and  otherwise 
suitable.  The  regulations  of  this  part 
set  forth  criteria  for  the  designation 
of  qualified  organizations  of  the 
second  type. 

§  471.3  Conditions  for  designation. 

(a)  Absence  of  priority  organization. 
The  Secretary  may  designate  an  alter¬ 
nate  PSRO  in  an  area  if  no  organiza¬ 
tion  which  meets  the  requirements  of 
sections  1152(b)(1)(A)  and  (2)  of  the 
Act  applies  for  designation  as  a  PSRO 
in  the  area. 

(b)  Evaluating  applications.  The 
Secretary  will  evaluate  the  suitability, 
capability,  and  willingness  of  an  appli¬ 
cant  organization  to  assume  responsi¬ 
bility  for  review  of  the  necessity,  ap¬ 
propriateness,  and  quality  of  medical 
care  and  to  make  determinations  that 
are  binding  for  purposes  of  claims  pay¬ 
ment  under  the  Act. 

(c)  Basic  conditions.  To  be  eligible 
for  designation  as  an  alternate  PSRO, 
an  organization  must:  (1)  Have,  or 
show  that  it  will  be  able  to  obtain,  the 
services  of  individuals  with  medical  ex¬ 
pertise  to  competently  perform  review 
activities; 

(2)  Demonstrate  its  ability  to  per¬ 
form  review  within  the  boundaries  of 
the  designated  area; 
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(3)  Not  be  a  medical  society; 

(4)  Not  be  subject  to  excessive  influ¬ 
ence  by  a  medical  society  in  making 
decisions; 

(5)  Not  reserve  board  of  director  po¬ 
sitions  for  members  of  a  medical  soci¬ 
ety; 

(6)  Not  be  an  organization  composed 
exclusively  of  licensed  doctors  of  medi¬ 
cine  or  osteopathy  (other  than  an  ex¬ 
isting  PSRO)  except  in  a  PSRO  area 
in  which  an  organization  representing 
the  largest  number  of  doctors  of  medi¬ 
cine  or  osteopathy  in  the  area  has 
taken  a  formal  position  of  opposition 
to,  or  noncooperation  with,  the  PSRO 
program; 

(7)  Not  have  inherent  conflicts  of  in¬ 
terest  that  affect  its  role  as  a  reviewer 
of  health  care;  and 

(8)  Be  willing  to  perform  PSRO  ac¬ 
tivities  without  making  a  profit. 

(d)  Other  criteria.  The  Secretary  will 
also  consider  in  his  evaluation  of  ap¬ 
plicants:  (1)  The  degree  of  support  the 
organization  has  from  the  aggregate 
community  of  health  care  institutions, 
health  related  organizations,  and 
health  care  practitioners  in  the  PSRO 
area;  and 

(2)  The  degree  of  support  the  orga¬ 
nization  has  from  consumers  in  the 
local  PSRO  area. 

§471.4  Priorities  for  consideration  of  ap¬ 
plicants. 

(a)  Priorities  for  initial  designation. 
If  more  than  one  organization  formal¬ 
ly  seeks  designation  as  an  alternate 
PSRO  for  a  given  area,  the  order  of 
priority  among  those  found  to  be 
qualified  will  be;  (1)  organizations 
physically  located  or  headquartered  in 
the  PSRO  area; 


(2)  existing  PSROs; 

(3)  organizations,  including  fiscal  in¬ 
termediaries  and  health  insurers,  lo¬ 
cated  outside  the  PSRO  area  but 
within  the  State  in  which  the  PSRO 
area  is  located; 

(4)  organizations  located  outside  the 
State  in  which  the  PSRO  area  is  locat¬ 
ed. 

(b)  Additional  criteria.  If  the  com¬ 
peting  applicants  fall  in  the  same 
order  of  priority,  the  Secretary  will 
consider  additional  information  con¬ 
cerning  their  suitability,  capability, 
and  willingness  to  perform  PSRO 
functions. 

(c)  Criteria  for  nonrenemal  of  agree¬ 
ments  with  alternate  PSROs.  The  Sec¬ 
retary  will  not  renew  an  agreement 
with  an  alternate  PSRO  if:  (1)  a  physi¬ 
cian-composed  organization  that  meets 
the  requirements  of  section 
1152(b)(1)(A)  is  willing  to  enter  into  a 
PSRO  agreement;  and 

(2)  the  Secretary  anticipates  that 
the  designation  of  this  organization 
will  result  in  substantial  improvement 
in  the  performance  of  PSRO  duties. 

Note.— The  Health  Care  Financing  Ad¬ 
ministration  has  determined  that  this  docu¬ 
ment  does  not  require  preparation  of  an 
Economic  Impact  Statement,  under  Execu¬ 
tive  Order  11821,  as  amended  by  Executive 
Order  11949  and  OMB  Circular  A-107. 

Dated:  November  7,  1977. 

Robert  A.  Derzon, 
Administrator.  Health  Care 
Financing  Administration. 

Approved:  January  13.  1978. 

Joseph  A.  Califano,  Jr., 

Secretary. 

[FR  Doc.78-1611  Filed  1-26-78;  8:45  am) 
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